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INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
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OATH OR AFFIRMATION

1, Dennis M. Finneran , swear {or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
WATER_TOWER SECURITIES, LLG » 88§

of December 31 ,20 07 | are true and correct. | further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

R (P

Signature

QL\!¢€ F—f'\-’l'.u—C'/lL 0((:;-’\___

Title
h £ SR VSR
m# DDOS5SE576 &
7 ) gl Com H
Notary Publi” ™\, £533°)  Expires 5242010 £
This report ** contains (check all applicable boxes): *2EN  Fonde Notary Assn Inc &

XJ (a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital,

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.
{(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

Mo o dHoodohidd

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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MORRISON BROWN ARGIZ & FARRA, LLP

. CERTIFED PURLIC ACCOUNTANTS AND CONSULTANTS

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Member
Water Tower Securities, LLC

We have audited the accompanying statement of financial condition of Water Tower Securities, LLC (the
“Company”) as of December 31, 2007, and the related statements of operations, changes in member's equity
and cash flows for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934, These financial statements are the responsibility of the Company's management. Qur
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Water Tower Securities, LLC as of December 31,2007, and the results of its operations and its
cash flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedules I, II and III is presented for purposes of additional analysis
and is not a required part of the basic financial statements, but is supplementary information required by
Rule 17a-5 under the Securities Exchange Act of 1934, Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

Mewunom , Prowsm, Anggy & Fanno,LLP

Miami, Florida
February 26, 2008

MIAMI 1001 Brickeli Bay Drive, 9th Floor, Miami FL 33131 | T 305 373 5500 F 305 373 0056 | www.mbafcpa.com



WATER TOWER SECURITIES, LLC

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2007

ASSETS

Cash 3 50,284

LIABILITIES AND MEMBER'S EQUITY

Accrued expenses $ 2,000

Member’s equity 48,284

The accompanying notes are an integral part of these financial statements.
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WATER TOWER SECURITIES, LLC

STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2007

REVENUES $ 35,000
OPERATING EXPENSES
Licenses and fees $ 1,170
Accounting 2,700
Insurance 384
Office and administrative 265
4.519
NET INCOME § 30481

The accompanying notes are an integral part of these financial statements.

-3-
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WATER TOWER SECURITIES, LLC

STATEMENT OF CHANGES IN MEMBER’S EQUITY
For THE YEAR ENDED DECEMBER 31, 2007

RETAINED
MEMBER’S EARNINGS MEMBER’S
CAPITAL (DEFICIT) EQUITY
BALANCES, JANUARY 1, 2007 $ 40,000 $ (22,197 $ 17,803
NET INCOME - 30,481 30,481
BALANCES, DECEMBER 31, 2007 $ 40,000 $ 8.284 S 48284

The accompanying notes are an integral part of these financial statements.
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WATER TOWER SECURITIES, LLC

STATEMENT QOF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2007

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income $ 30,481
CASH, BEGINNING OF YEAR 19,803
CASH, END OF YEAR § 50284

The accompanying notes are an integral part of these financial statements.
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NOTE 1.

WATER TOWER SECURITIES, LLC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

SIGNIFICANT ACCOUNTING POLICIES

Operations

Water Tower Securities, LLC (the “Company”) was organized in the State of Illinois in 2002.
The Company operates as a broker-dealer in securities and is a member of the Financial
Industry Regulatory Authority (“FINRA™), formerly the National Association of Securities
Dealers (“NASD”). The Company has been inactive since its organization.

Cash

The Company considers cash to include highly liquid investments with purchased maturities of
three months or less.

Accounting estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at December 31,2007, and
revenues and expenses during the year then ended. The actual outcome of the estimates could
differ from the estimates made in the preparation of the financial statements.

Clearing arrangements

The Company has an agreement with Goldman Sachs Execution and Clearing LP to provide
execution and clearing services on behalf of its customers on a fully disclosed basis.

Income Taxes

The Company is treated as a partnership for federal income tax purposes and does not incur
income taxes. Instead, its earnings and losses are included in the personal return of the member
and taxed depending on the member’s personal tax situation. The financial statements do not
reflect a provision for income taxes.

Government and Other Regulation

The Company’s business is subject to significant regulation by various governmental agencies
and self-regulatory organizations. Such regulation includes, among other things, periodic
examinations by these regulatory bodies to determine whether the Company is conducting and
reporting its operations in accordance with the applicable requirements of these organizations.



NOTE 1.

WATER TOWER SECURITIES, LLC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

SIGNIFICANT ACCOUNTING POLCIES (CONTINUED)

NOTE 2.

New Accounting Pronouncements

Fair Value Measurement

In September 2006, the Financial Accounting Standards Board (“FASB”) issued FASB
Statement No. 157, “Fair Value Measurement” (“Statement 157"). Statement 157 defines fair
value, establishes a framework for the measurement of fair value, and enhances disclosures
about fair value measurements. Statement 157 does not require any new fair value measures and
is effective for fair value measures already required or permitted by other standards for fiscal
years beginning after November 15, 2007. The Company is required to adopt Statement 157
beginning on January 1, 2008. Statement 157 is required to be applied prospectively, except for
certain financial instruments. Any transition adjustment will be recognized as an adjustment to
opening retained earnings in the year of adoption. On February 12, 2008, the FASB issued
FASB Staff Position (“FSP”") No. FAS 157-2, “Effective Date of FASB Statement No. 157.”
This FSP is a one-year deferral of Statement 157’s fair-value measurement requirements for
nonfinancial assets and liabilities, except for items that are recognized or disclosed at fair value
in the financial statements on a recurring basis (at least annually). The Company is currently
evaluating the impact of adopting Statement 157 on its results of operations and financial
position.

The Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, “The
Fair Value Option for Financial Assets and Financial Liabilities — including an amendment of
FASB Statement No. 115" (“Statement 159”). Statement 159 gives the Company the
irrevocable option to carry most financial assets and liabilities at fair value that are not currently
required to be measured at fair value. If the fair value option is elected, changes in fair value
would be recorded in earnings at each subsequent reporting date. SFAS 159 is effective for the
Company’s 2008 fiscal year. The Company is currently evaluating the impact the adoption of
this statement could have on its financial condition, results of operations and cash flows.

RELATED PARTY TRANSACTIONS

On April 22, 2004, the Company entered into an agreement with Guzman & Company
(“Guzman™), a company related by common ownership, that.is also a registered broker-dealer.
Under the terms of the agreement, the Company will refer its institutional customers to Guzman
for execution services. The Company will pay Guzman a $0.02 per transaction fee plus 50% of
the commissions received by the Company in excess of $0.02 per share from transactions
executed by Guzman on behalf of the Company. In addition, Guzman will provide the
Company with rent-free office space, free use of certain computer and office equipment and
make available the services of a Chief Financial Officer and another employee of Guzman at no
cost to the Company.




NOTE 3.

WATER TOWER SECURITIES, LLC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NET CAPITAL RULE

The Company, as a registered broker-dealer in securities, is subject to the Securities and
Exchange Commission Uniform Net Capital Rule (Rule 15¢3-1) that requires that the Company
maintain "Net Capital" equal to the greater of $5,000 or 6-2/3% of "Aggregate Indebtedness”, as
defined. At December 31, 2007, the Company had net capital of $48,284 which was $43,284 in
excess of its required net capital of $5,000. The ratio of aggregate indebtedness to net capital
should not exceed 15 to 1. At December 31, 2007, the ratio of "Aggregate Indebtedness” to "Net
Capital” was 0.04 to 1.
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WATER TOWER SECURITIES, LLC

SCHEDULE |
COMPUTATION OF NET CAPITAL UNDER
RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2007

CREDITS
Member's equity

DEBITS
TOTAL DEBITS
NET CAPITAL

MINIMUM NET CAPITAL REQUIREMENT
6-2/3% of aggregate indebtedness of $2,000
or $5,000, whichever is greater

EXCESS NET CAPITAL

RATIO OF AGGREGATE INDEBTEDNESS
TO NET CAPITAL

AGGREGATE INDEBTEDNESS

_ Accrued expenses

48.284

48,284

3,000

ScHEDULE Il
RECONCILIATION OF COMPUTATION OF NET CAPITAL UNDER
RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION
TO COMPANY’S CORRESPONDING UNAUDITED FORM X-17A-5,
PART II FILING AS OF DECEMBER 31, 2007

There are no material differences between the above computation and the Company’s corresponding

unaudited Part II of Form X-17A-5 as of December 31, 2007.

-10-



WATER TOWER SECURITIES, LLC

SCHEDULE III
STATEMENT ON EXEMPTION FROM THE COMPUTATION FOR DETERMINATION
OF RESERVE REQUIREMENTS AND INFORMATION RELATING TO POSSESSION
OR CONTROL REQUIREMENTS UNDER RULE 15C3-3 OF THE SECURITIES AND
EXCHANGE COMMISSION AS OF DECEMBER 31, 2007

The Company is exempt from Rule 15¢3-3 under (k)(2)(ii) because all customer transactions are cleared
through other broker-dealers on a fully disclosed basis. During the year, the Company did not hold
customers’ funds or securities.

-11-
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MORRISON BROWN ARGIZ & FARRA, LLP
REPORT ON INTERNAL CONTROL REQUIRED BY
SECURITIES AND EXCHANGE COMMISSION RULE 17a-5(g)(1)
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM
SECURITIES AND EXCHANGE COMMISSION RULE 15¢3-3

To the Member
Water Tower Securities, LLC

In planning and performing our audit of the financial statements and accompanying information of Water Tower
Securities, LLC (the “Company"), as of and for the vear ended December 31, 2007 in accordance with auditing
standards generally accepted in the United States of America, we considered the Company’s internal control over
financial reporting (internal control) as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control. Accordingly, we do not express an opinion on the effectiveness of the Company’s internal
control.

Also, as required by Rule 17a-5(g)(1) of the Securities Exchange Commission (“SEC”), we have made a study of the
practices and procedures followed by the Company including consideration of control activities for safeguarding
securities. This study included tests of such practices and procedures that we considered relevant to the objectives stated
in Rule 17a-5(g) in making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions relating to customer securities,
we did not review the practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and recordation of differences
required by Rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the practices and
procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and judgments by
management are required to assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices and procedures can be expected
to achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable but not absolute assurance that assets for which the Company
has responsibility are safeguarded against loss from unauthorized use or disposition and that transactions are executed
in accordance with management's authorization and recorded properly to permit the preparation of financial statements
in conformity with accounting principles generally accepted in the United States of America. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

13-
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To the Member
Water Tower Securities, LLC
Page Two

Because of inherent limitations in internal control and the practices and procedures referred to above, error or fraud may
occur and not be detected. Also, projection of any evaluation of them to future periods is subject to the risk that they
may become inadequate because of changes in conditions or that the effectiveness of their design and operation may
deteriorate.

A control deficiency exists when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A significant
deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the entity’s ability to
initiate, authorize, record, process, or report financial data reliably in accordance with accounting principles generally
accepted in the United States of America such that there is more than a remote likelihood that a misstatement of the
entity’s financial statements that is more than inconsequential will not be prevented or detected by the entity’s internal
control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second paragraphs and
would not necessarily identify all deficiencies in internal control that might be material weaknesses. We did not identify
any deficiencies in internal control and control activities for safeguarding securities that we consider to be material
weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second paragraph of this
report are considered by the SEC to be adequate for its purposes in accordance with the Securities and Exchange Act of
1934 and related regulations, and that practices and procedures that do not accomplish such objectives in all material
respects indicate a material inadequacy for such purposes. Based on this understanding and on our study, we believe
that the Company's practices and procedures, as described in the second paragraph of this report, were adequate at
December 31, 2007, to meet the SEC’s objectives. This report recognizes that it is not practical in an organization the
size of Water Tower Securities, LLC to achieve all the segregations of duties and cross-checks generally included ina
system of internal control and that alternatively greater reliance must be placed on surveillance by management.

This report is intended solely for the information and use of the Board of Directors and the Company’s member,
management, the Securities and Exchange Commission, the Financial Industry Regulatory Authority, and other
regulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of
registered brokers and dealers, and is not intended to be and should not be used by anyone other than these specified
parties.

Mevwoem , Bneum, Ay & Fonn0, LLP

Miami, Florida
February 26, 2008

L aeeimeed e A TN e L

&

-14- - I



